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RAISING OUR SIGHTS

Development of both Timor Sea and PNG gas would be
good for the countries and customers involved, as well
as for the companies and their shareholders.

Both are big projects by world standards. They need
certainty and a reasonable regulatory and fiscal regime.

In particular, substantial infrastructure development is
necessary but this is a challenge in Australia for high risk
pipeline projects which require entrepreneurial rates of
return. The prize for successful development, however, is
substantial whether measured in terms of reward, living
standards, economic benefit or industrial progress. The
cooperative development of these resources is a great
opportunity for Australia and its neighbours and one which
can be to everyone’s advantage.

Santos supports both of these projects. We are already
Australia’s largest gas producer in terms of our equity
interests and we have substantial gas resources in
northern Australia and PNG.

Our focus and priorities today have changed. In the past,
Santos has been seen more as a vigorous defender of its
existing onshore interests rather than as a force for
developing the market as a whole. However, this is no
longer appropriate. While maximising the value of our
existing interests continues to be important, Santos gas
interests are considerably more diversified than they were
and this is apparent in the changes made to our Company
over the past year.

The global environment is good for the development

of the substantial gas resources on our doorstep and
Santos is raising its sights accordingly.

2001: Laying The Foundations For Future Growth

In 2001 we took the first steps towards transforming
Santos into a top quartile oil and gas company.

» The Company’s strategy was released and is now
owned by our employees.

b We reorganised the Company in line with the major
profit drivers.

b A number of experienced
executives were appointed to
senior positions, both external
and internal appointments.

» A business improvement program
was launched.

» A portion of the Company’s
franking credits was distributed to
shareholders.

At the same time, through active
capital management we delivered a
strong profit and operating result.

Earnings were more than twice those
of any year before 2000 and
production was close to the record
level achieved in 2000.

Gas and ethane production reached a
new record of 219 PJ. In 2002, Santos
remained Australia’s largest domestic
gas producer.

Return on Average Equity (ROAE) was
17.7% and Return on Average Capital
Employed (ROACE) 14.1%. These are
key indicators for the Company and
the results in 2001 continued the
strong performance achieved in 2000.

Notwithstanding the progress made, there is still more

to do. While the Company has substantial growth potential,
this needs to be translated into specific growth prospects.
Internally much remains to be done in increasing
productivity, reducing costs and streamlining processes.

"MEASURING AND
HAYING CONFIDENCE
IN ALL THE
COMPONENTS OF OUR
RESERVE BASE IS A
FUNDAMENTAL PART
OF THE COMPANY'S
STRATEGY AND
A CORNERSTONE
OF PERFORMANCE
MANAGEMENT."

Exploration improved during the year. We discovered 67
million boe of resource potential, twice the level achieved
in 2000. The Oyong Indonesian oil and gas discovery was
Santos’ first operated international discovery for over a
decade. This discovery was quickly followed by Henderson
in the USA. Other discoveries include
the Corowa oil discovery in the
Carnarvon Basin and the Wellington
and Crowsnest new-play stratigraphic
trap gas discoveries in the Cooper Basin.

Good progress was also made on
development opportunities. Legendre
oil production fa
completed, significant progress was
made on the Bayu Undan liquids
project and the focus continued on
maximising production from the
Cooper Basin.

The progress made in the United
States was also a highlight of the year.
The management team was rebuilt,
the portfolio of assets was highgraded,
there were a number of exploration
successes and daily production at year
end was three times that at the start.

RESERVES REVIEW

During 2001, Santos announced

a review of its reserves. This was a
significant task, involving over 460
fields. The review resulted in a
reduction of 169 million boe of Proved
plus Probable reserves, approximately
three quarters of which were reclassified as Possible
reserves or Contingent Resources. Possible reserves
increased by 169 million boe as a result of the review. At
the end of 2001 Santos had 316 million boe of Proved (1P)
reserves, 724 million boe of Proved and Probable (2P)
reserves, 1,478 million boe of Proved, Probable and
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VWW.santos.com

MEASURING
BUSINESS PERFORMANCE

The new Santos organisational structure has been
built around the strategic drivers of Volume, Growth
and Service Quality/Cost. Why choose these metrics
to define the Company structure?

The fundamentals of the oil and gas business are
relatively simple: returns come from optimising
volumes, maximising margins and finding new
avenues for growth.

One of the features of the commodity business is
the limited extent to which companies can control
the price of the products they sell. With oil, price
is determined by the market and fluctuates
according to many variables. With gas, companies
can influence price through negotiation with
customers, but many other supply/demand factors
come into play.

Santos does, however, have control over the

other key metrics driving margins — volume, costs,
growth — and, for this reason, the Company has
been structured to help provide a clear focus on
what is ultimately important to shareholders.

6. PEOPLE, ENVIRONMENT AND THE COMMUNITY

Santos also recognises that top quartile financial
performance is underpinned by a quality workforce and
social and environmental best practice. Employees are
Santos' most important asset and the Company considers
that providing a safe and challenging work environment

is paramount. Santos is building a culture that rewards
performance and encourages the contribution and ideas
of both individuals and teams.

Successfully managing the natural environment is a key
goal for Santos and the Company adheres to the principle
that investing in preventative rather than remedial
strategies is the best approach. The Company is also
striving to upgrade its environmental reporting.

In January 2001 Santos signed a draft Indigenous Land Use
Agreement (ILUA) with the Wangkumarra people in South-
west Queensland. The ILUA covered certain pipeline route
approvals and provides for the protection of indigenous
cultural heritage, employment, an education trust and
support for community structures.

7- TECHNOLOGY

The identification and application of appropriate
technology is also a key part of Santos’ future

growth strategy. Priorities include information systems,
data acquisition and management, drilling and other
appropriate hydrocarbon exploitation technologies. Santos
is now executing an upgrade of information systems at

a cost of $31 million to streamline the core business
processes and improve management information systems.
This will enable us to make better, faster decisions.

DEFINING THE STRUCTURE

Santos has been reorganised in line with the new strategy.

Previously, Santos was structured around a decentralised
Business Unit model, which served the Company well at
the time. Each Business Unit contained all the operational
and functional resources to enable it to operate quite

independently. In many ways, the structure resembled
a group of mini oil and gas companies under a holding
company, competing with each other for business
opportunities and for capital allocations from the
corporate office.

In light of the strategy review, a new structure has been
developed to better reflect the new strategic themes.

Santos has reorganised around three major streams

of activity — Volume, Growth and Service Quality/Cost.

The volume stream contains the business groups and
functional teams principally concerned with optimising
production from existing areas of operation. The major
production area for Santos is the Cooper and Eromanga
Basins in central Australia. Previously operated by two
Business Units, this area has now been combined into one
new Central Australia Business Unit, better reflecting the
geology and allowing greater focus on our customers.

The volume stream also contains two other new

Business Units — Western Australia, focused on increasing
production from the Company’s offshore Western
Australian oil and gas opportunities and Northern
Australia, structured for Santos to increase its production
in the fast-growing energy markets of Queensland and the
Northern Territory.

The growth stream contains those businesses and
resources principally concerned with increasing the
Company’s reserve base. This can be achieved through
successful exploration activities, acquisitions and
commercialisation of gas resources. As the growth
businesses successfully develop and produce, they become
important production or volume businesses in the future.

ESTABLISHING THE RIGHT PROCESSES

The new organisational structure also reflects the need to
simplify processes, improve service quality and increase
productivity by taking unnecessary work out of the system.
The Service Quality/Costs stream was created to drive
efficiencies in the way support activities are operated.




LWOD'SOJUES MMM

zooz Aeniga4 £1

sopaiq Suideuey 1NIT4-321113 D NHO!

"SI3P[OYaJeysS INo 0] 3N[BA
POSEAIDUI JAN|IP PUE YIMOIZ PINUIILIOD JAIYDIE |jiMm oM
ajdoad 4no jo Aujiqe ayt pue ue|d 213918435 UNO jO UOIINDBXD
3y} UO SN20j panunuod e Y3noayl eyl JUSPYUOD tUE |

‘esi] pue ewwy Yaydoisuy)

UBIP|IYD PUB UNISHYD) 3JIM SiY O] SIIUIOPLOD INO Piod3l
01 31| pjnom | saakojdwa || pue pieog ayj JO jjeysq uQ
"EQUIOCIAl 1B JU3PIDDE UE JO JNS3J B SE ‘U0NINS W[0D) J|N
‘puany pue sakojdwa panjen e 1s50] am seak ay) Suung

) ) ‘siawiolsnd pue siatjddns ‘siainjuaa juof ano
Jo uoddns ay) a3pajmouwde 0] 31| os|e pinoys | ueak Asnq
A1aA e U33q seY 1eym 3ULINp SUOIINQLIIUOD PUE WISEBISNLIUS
1133 o) sasko|dwus SOJUES JO ||B JUBY] O] 31| PINOYS |
"Ymoud a1njny uj JUILLISIAUL {EILEISANS

e si s1y) 's1dafoid yamoud rolew s Auedwod ays jo

auo ‘3foud spinby uepun ndeg ays uo uol|iw o9L§
Ajp1ewixosdde jo Buipuads 3uipnpul ‘pauueid os|e s|
uoljji 098¢ punoJe jo ainjipuadxa juswdo|anap pioday
“JUaLLdYe|dal SAIISAI SPIEMO) UONNGLIILOD JuedyIudIS

B 3)}eW |jIM SIY} ‘|NJSS9IINS J| "LOOT Ul PISAOISIP
$32IN0S3I UBSLU JO [3AJ} D] 3DIM] punose 0] ainsodxa

yim (Looe uy uorjiw 151$) uoljiw ogLg Ajprewixosdde jo
we.doud jesiesdde pue uonesojdxa ue uiuueld ase am

'sajes 23ueyoxa pue sadud (10 uo Juapuadsp

A|lAB3Y 3Q ‘954N0D JO [|IM ZOOT 40) SYNS3L [BIDUBUY 3Y |
‘o1joj1i0d ymoid Suous e jo ainded pue uoneald ayr ul
ssa430.4d |eI3UBISQNS 3 e 0} puE $19558 SUIISIXO WOl 9%E
punoJe Aq uonpnpoud asealdul 03 st 193ie) N0 ZoOT Y|

‘14 195LW 03 3uISU JE aMm pue 195 UIBQ sey adua|eyd 3y
‘sjusWILIRA0S pue siawoisnd ‘sianddns ‘sisuped no yum
sdiysuoile|al aA110a)49 10w pue Ja3uodis p|INg 01 ANUIIUOD

0] PUAIUI PUE SNJOJ |ELIAIXS INO PISEIDUI JABY I 3SEQ
S9AI9S2) paulap A|snoioB) e pue uoilesiueZIo Mau e
‘wea) Juswadeurw mau e A8a1e11S 1B B BABY MOU I
‘sdiysuoiiejal Jeusarxe

Buippe anjea ajeasd pue asuewopad pue ainynd ayy
anoaduul 43a1e415 S AuBdUIOD 31 MIIADL O] (SOIUES U0y
sanoud aeipawiul Aw pauljino | noday sJeak 1se| u)
“Bulin20 u33q aAey sadueyd [elueISNS

3(1ym paulejulew uaaq sey aduewsopad [euopesado
"SOJUES IO} UOIBLLIOJSUEI] JO JBIA B LJ3Q SBY LOOT

NOISNTONOD

‘6z aded uo pajs)| aue

wea} Juawadeuew Jojuss pue Jeyd uonesiuedio mau ay|
‘sjuawijuiodde (il pue |BUISIXS JO XiW arendosdde

ue ynm ‘parajdwod usaq Aadie) mou sey sssaoid siyy.

‘uoniesiuedio mau ay) J0J SI9PEI| 1I3|3S 0} U] SBY ‘SOJUES

Buiunoysueny jo ued juenoduw 1sow Aiqendie 1nq [euy ayy
31d0O3d IHL DNILDIT3IS

'sassaooud 3y3u ay1 Suiysiqelsa jo syusuodiod

wepodwi osje ase Suusauiua-as ssanoud ssauisng pue
swa1sks uonewloju; panosdw| ‘siseq pateys e uo papiroid
aq [|e ‘aaniny 3yl ul jjIm Bulf|uQ PUE SJIB)Y JUSLULIIACY)
pue a1es0dioD) Ajddns ‘sLualsAS UonEBWIOU| ‘SADINOSIY
uewny ‘Suiunodny quawuosiaug f1a4es "sadiales Joddns
UMO S PEY NUMN SSaUIsng Yoes ‘|(ed1401SIH "aAlEIuL
juenoduwr Apenoiued e s) $331A135 SSauUIsNg |BUIBIUI
Buipirosd o1 yoeosdde sadiaias paseys e Zuidojansg
‘SpJBpUE]S JUdISISUOD Yum Ajjuepodur ‘pue sauuews
JS0D-MO| PUE JUSIDIYD UE Ul SIDIAIIS ISOLJ] JAAI|P ||IM pue
SLUAISAS LONBLLIOJU| PUE S32INO0SaY Ueuny ‘Sununoddy
SE YDNS ‘S9SSAUISNG YImol3 pue aLnjoA ayj SSoude

paJeyS 4B JEY) SIDIAIIS B} [|E SDUIQLUOD LUBIS SIY|




CENTRAL AUSTRALIA
CBU

NORTHERN AUSTRALIA

NBU

WESTERN AUSTRALIA

WBU

SOUTHERN AUSTRALIA
SBU

SOUTH EAST ASIA
SEABU

USA
SUSAC

GENERAL MANAGER

BUSINESS UN{T DESCRIPTION

Jon Young

Central Australia Business Unit
manages Santos’ interests and Joint
Ventures in the Cooper/Eromanga
Basins in Central Australia. CBU

also operates Port Bonython which
processes crude, condensate and LPG
for domestic and export sales.

Rod Rayner

Northern Australia Business Unit
manages Santos’ exploration and
production interests in Queensland
(other than Cooper/Eromanga Basin),
Northern Territory and Timor Gap.

Paul Moore

Western Australia Business Unit
manages Santos’ interests in the
Perth, Carnarvon, Browse and Timor
Sea Basins.

Rick Wilkinson

Southern Australia Business Unit
manages Santos’ interests in Victoria
and Tasmania.

Bob Hall

South East Asia Business Unit is
responsible for managing Santos’
interests in Papua New Guinea and
Indonesia.

Kathy Hogenson

Santos USA Corp manages Santos’
interests in Northern America.
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2001 A ROBUST RESULT

Strong Earnings and Return on Equity

b Second highest sales revenue of $1,460 million.

b Net profit of $446 million, second highest on record.
» Total dividends of 30 cents per share fully franked.

b $250 million distributed to shareholders through a
share buy-back.

b 17.7% Return on Average Equity.

b 72.8 cents Earnings per Share.
Achieving Operating Success

» Strong production of 55.7 million boe.

» Two Santos operated offshore exploration discoveries
contributing towards the discovery of
67 million boe mean resource potential.

» Record sales gas and ethane production of 219 PJ.
Financial Performance Provides Opportunity to Grow
» Low gearing of 39%.

» Operating cash flow of $6g92 million.

www.santos.com

HIGHLIGHTS & OVERVIEW

Cash Flow from Operations (3 million) 692
Earnings per Share 73 cents 80 cents

Ordinary Dividends per Share 3o cents 30 cents
- Cash Flow per Share
Total Shareholders’ Funds ($ m

Return on Avg. Equity

113 cents 168 cents .

Return on Avg. Capital Employed 141%
Gearing (net debt/equity)
~ Net Interest Cover

SANTOS TOTAL SHAREHOLDER RETURN (a)
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™ Santos accumulation index = Energy accumulation index
= All Ordinaries accumulation index
{a} Capital growth plus dividends. Source: Standard and Poors index Services
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STRONG SHAREHOLDER
RETURNS

During 2001 Santos delivered

total shareholder returns of 10%
comprising capital growth and
dividends. Including the benefit of
the share buy-back, total shareholder
returns were 14%. The Company
achieved earnings per share of 72.8
cents and declared total ordinary
dividends of 30 cents per share. ROAE
was 17.7% and ROACE was 14.1%.
Both were strong results, close to the
2000 record.

DIVIDENDS PER SHARE
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O Earnings per share

O Ordinary dividend

@ Special dividend/share buy-back

STRONG 2001 PRODUCTION
PERFORMANCE

In 2001 production was 55.7 million
boe. The Company achieved record
sales gas and ethane production of
219 PJ. Oil production declined
slightly due to ongoing remedial
development activity in several fields
and field maturity but the decline was
mitigated by the commencement of
production from the Legendre oil field
in May 2001.

PRODUCTION BY PRODUCT

60560557

mmboe

1999 2000 2001
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“ DELIVERING GROWTH T

www.santos.com

EXPLORATION 2001
Material results from the 2001 program included:
> Successful offshore wildcat discovery Oyong-1 in the

East Java Basin, Indonesia and Corowa-1 in the
Carnarvon Basin.

> Successful testing of stratigraphic traps in the Cooper
Basin resulting in the Wellington and Crowsnest gas
discoveries.

> A significant discovery, Henderson-1 in the Frio Trend
of South Texas to follow on from the Runnells discovery
in 2000.

> Successful 3D seismic based, back-to-back campaign-
drilling programs onshore in the Otway Basin and in
the Quasar area of South-west Queensland.

Fifty wells were drilled with 26 successes, achieving a 52%

success rate.

The exploration program realised a resource potential of
67 million boe.

EXPLORATION INITIATIVES

Santos has taken steps to improve its exploration portfolio

and exploration processes in line with the objectives

outlined in the strategy.

b An Exploration Forum has been established comprising
all exploration managers to overview the total
exploration program.

> The Exploration Portfolio is ranked by value, materiality
and follow-up potential across the Company and the
best opportunities selected.

P New Venture strategy and teams are in place.

> A ‘Virtual’ USA Exploration Team has been formed in
Adelaide and is evaluating opportunities in the South
Texas Frio trend. This enables significant cost savings
through the use of the latest web-based technology.

b The exploration program is now focussed on wildcat
opportunities.

2002 EXPLORATION PROGRAM

Santos' aim is to lift its exploration performance through a
shift to higher risk but higher reward prospects. To achieve
this objective Santos will spend approximately $160 million
on the exploration and appraisal program in 2002. In 2002
the program provides exposure to more than double the
level of mean resources discovered during 2001.

During 2002, Santos intends to drill 17 wildcat wells

for a total expenditure of approximately $120 million.

Key wildcat exploration wells include the Maleo-1 prospect
in Indonesia, Norfolk-1 in the Carnarvon Basin, Bosavi-
in PNG, Casino-1 in Victoria and a six-well program in
South Texas.

’
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www.santos.com

PTIMISING THE VALUE OF OUR ASSETS

T

Santos spent $509 million on development in 2001,
with significant spending increases in the Cooper Basin,
Offshore Australia and the United States.

COOPER BASIN

In the Cooper Basin, 51 development wells were drilled and
seven compression projects and 89 fracture stimulations
executed. Development activity was largely focussed on
gas deliverability to meet strong gas demand and oil
development drilling was also increased as a result of
higher oil prices and attractive opportunities. In the South
Australian section of the Cooper Basin, activity was
focussed on the Moomba North gas field where 18 wells
were drilled, achieving cost savings of 25% to 35%. In the
Dullingari gas field, a seven-well drilling campaign was
completed adding initial gas deliverability of 24 million
cubic feet per day and the oil development program in the
Moomba/Big Lake area boosted overall oil production.

in South-west Queensland, activity centred on Challum,
Baryulah and Barrolka. In Challum five vertical and two dual
stacked lateral wells were completed, adding 50 T) per day
to deliverability. In Baryulah four new wells and six existing
wells were connected adding 72 T) per day. The Barrolka
development program proved unsuccessful with two
horizontal under-balanced and three vertical wells failing

to flow at commercial rates.

OTWAY BASIN

Santos spent $15 million on continued development in the
Otway Basin with the successful drilling of six new field
exploration wells, the connection of three wells and
continued facility upgrades.

EASTERN QUEENSLAND

The first Santos operated coalbed methane project was
initiated in the Scotia field. Construction of plant and
infrastructure capable of delivering 25 T}j/d gross sales gas
commenced in November. Nine wells were drilled and 36
fracture stimulations were completed.

NORTHERN TERRITORY

Development of the Mereenie oil and gas field continued
through 2001.

OFFSHORE AUSTRALIA

A total of $161 million was spent in 2001 in Offshore
Australia development. Most of this was for the continued
development of Bayu Undan ($107 million), Legendre
($22 miltion), continued development drilling in Barrow
island and Thevenard Island ($19 million) and the
Roller/Skate pipeline replacement ($11 million).

Bayu Undan made good progress through 2001. By year-
end, all major contracts for topside and d
and facility construction was 34% complete. The Legendre

ng had been let

field, located 100km north of Dampier, in the North-west
Shelf, began producing in May 2001. Legendre production
averaged 39,600 bopd (gross) during January 2002.

SANTOS USA

Santos USA Corp ended 2001 with a producing rate of 32
mmscf/d, due in large part to a 100% success rate in seven
development wells. This has increased from 10 mmscf/d in
January 2001.

2002 DEVELOPMENT PROGRAM

During 2002 Santos plans to spend approximately $560
million on the Group’s development program. The 2002
program includes expenditure of $158 million on the Bayu
Undan Liquids Project ($107 million in 2001), $159 million
on Cooper Basin gas field development ($191 million in
2001) and $93 million on construction and fixed assets
including a second dew point control unit at Ballera,
upgrade of the Moomba plant controls and Scotia
compression and separation facilities. The budget

also includes information technolog